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W/ HIGHLIGHTS 


(Values expressed in U.S. dollars) 


2005 2004 2003 2002 2001 

Operating results ($ million except e.p.s.) 

Sales 436.7 3931 361.0 310.1 292.0 

Earnings from operations (EBIT) (1) B53 44.0 50% 48.1 O21 

EBITDA (2) 55.0 63.0 67.6 6272 44.8 

Net earnings (1) 23.1 26.0 29 259 16.9 

Net earnings per share (cents) (1)(3) 36 40 46 43 26 
Investments and assets ($ million) 

Investments in property, plant and equipment 24.3 44.8 Zieo 13.0 SiO 

Business acquisition - - - 26.4 - 

Total assets 369.7 367.6 307.8 Zoned 241.9 
Financial position 

Total debt to equity (4) 13.9% DAO Yo 27.6% 37.8% 52.5% 

Net return on opening equity (1) 10.4% 13.8% 20.6% 23.1% 15.5% 

Return on opening invested capital (1)(5) 11.1% 15.6% ZA % Zoro 16.5% 


Net Earnings (1): Ten-year compound average growth rate ("CAGR") 11.2% 
$ U.S. million 


30 


Ise) AIRES) 1997 1998 1999-2000) 2001 2002 =2003 2004 2005 


(1) 2001 amounts have been restated for goodwill amortization to conform to the subsequent years’ presentation. 


(2) EBITDA (earnings before interest, tax, depreciation and amortization) is not a recognized measure under Canadian GAAP. 
Management believes that in addition to net earnings, EBITDA is a useful supplemental measure as it provides investors with an 
indication of cash available for distribution prior to debt service, capital expenditures and income taxes. Investors should be 
cautioned, however, that EBITDA should not be construed as an alternative to net earnings determined in accordance with GAAP as 
an indicator of the Company's performance. The Company's method of calculating EBITDA may differ from other companies, and, 
accordingly, EBITDA may not be comparable to measures used by other companies. 

(3) Amounts have been retroactively restated to reflect the impact of a ten-for-one share split, effective May 9, 2005. 

(4) Total debt is defined as long-term debt plus bank indebtedness less cash. 


(5) Return on opening invested capital is defined as EBIT divided by invested capital, which is defined as the sum of total debt, 


minority interest, net future income tax liability, shareholders' equity, accumulated goodwill amortization, accumulated after-tax 
restructuring expenses, less long-term income tax receivable. 
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Winpak had an exciting year in 2005. The Company was challenged to meet profit expectations in the face of escalating raw material 
costs. In an effort to reduce costs while continuing to focus on core competencies - sophisticated plastic extrusion and foil-based 
packaging technology - the decision was made to close the Laird Drive manufacturing facility in Toronto. This was finally accomplished in 
October 2005 by which time the paper-based bag business had been sold and the plastics-related production was assumed either by 
Winpak’s Montreal or Winnipeg facility. The Toronto buildings and land are slated for sale in 2006. 


Winpak’s sales for 2005 grew over the previous year by 11.1 percent. By recasting the numbers to omit the Toronto bag business, the 
actual 2005 sales increase was 12.9 percent. This figure is well above the Company's annual targeted growth rate of 6 to 9 percent. 
Spearheading this growth was the exceptional achievement of the lidding operating unit. Winpak’s MAP facility, the biaxially-oriented nylon 
plant, and specialty films also recorded strong growth performance. Rigid containers, although outdistancing 2004, fell short of 
expectations. This was mainly due to the delayed start-up of new production equipment. Sales by the machinery business unit were 
somewhat below expectations as a result of a major customer requesting the postponement of several machine deliveries until 2006. 


Unfortunately, Winpak’s profit performance did not keep pace with the sales upturn, with margins falling short of the prior year by 2.4 
percentage points. The decline in margin was primarily due to rising raw material costs. The challenge to negotiate and implement 
customer price increases to coincide with raw material cost escalations remains daunting for all product lines that do not benefit from 
indexed pricing. As was the case in 2004, profits were negatively affected due to the strong Canadian currency versus the United States 
dollar in that the Company maintains significant manufacturing operations in Canada. Furthermore, manufacturing inefficiencies at the 
rigid and biaxially-oriented nylon facilities did not deliver an anticipated improvement in gross profit margins. These setbacks were 
attributed to complications associated with the start-up of major new production equipment, most of which have since been overcome. 


To ensure that the Company maintains its status as a low-cost producer of advanced packaging materials, $24.3 million was invested in 
capital projects in 2005. A new sheet extrusion line was installed at one of the rigid container sites, and certain printing, extrusion and 
converting equipment was added in the MAP, lidding and specialty film facilities. Winpak’s firm commitment to invest in future business 
growth will continue in 2006 as plans call for a new building to be constructed in the Peoria region of Illinois for the die-cut lidding unit as 
well as an expansion of its Montreal plant. Further complementing the Montreal enhancements will be the addition of rotogravure printing 
technology, thus allowing Winpak to introduce its proprietary foil technology to new markets, specifically health care and retort packaging 
for the food industry. 


Significant additional capacity is proposed for the Company’s MAP location. Film produced on the multilayer cast coextrusion line 
continues to receive rave reviews from Winpak customers. A third line is scheduled to satisfy capacity forecasts. Additional laminating and 
pouch-making machinery will be installed at the Winnipeg facility to complement the ten-color press relocated from Toronto. These 
additions will accommodate anticipated demand, as well as production inherited as a result of closing the Toronto manufacturing unit. 


As a result of major capital expenditures over the past several years, the firm’s specialty films unit has been successful in moving away 
from commodity structures towards more sophisticated multilayer materials. In 2005 this group made impressive inroads in promoting 
structures to the bulk liquid packaging industry. This operating unit has also been charged with taking on the responsibility of producing 
shrink bags using licensed patented technology developed by Asahi Kasei Life & Living, a well-established Japanese chemical company. 


Looking forward to 2006, the Company is on the threshold of a number of rewarding opportunities in manufacturing efficiency, product 
development and new markets. Should raw material prices level off, margins may stabilize. Winpak’s strongest asset continues to be its 
dedicated employees, who are poised to face 2006 with enthusiasm, creativity and commitment. This, coupled with the Company's vision 
and pledge to invest in technology, will provide future growth in sales and profitability. 


B.J. Berry 
President and Chief Executive Officer 


Winnipeg, Canada 
January 27, 2006 
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Certain statements made in the following Management's Discussion and Analysis contain forward-looking statements including, 
but not limited to, statements concerning possible or assumed future results of operations of the Company. Forward-looking 
statements represent the Company’s intentions, plans, expectations and beliefs, and are not guarantees of future performance. 
Such forward-looking statements represent our current views based on information as at the date of this report. They involve risks, 
uncertainties and assumptions and the Company’s actual results could differ, which in some cases may be material, from those 
anticipated in these forward-looking statements. Unless otherwise required by applicable securities law, we disclaim any intention 
or obligation to publicly update or revise this information, whether as a result of new information, future events or otherwise. The 
Company cautions investors not to place undue reliance upon forward-looking statements. 


General information: The following discussion and analysis dated January 27, 2006 was prepared by 
management and should be read in conjunction with the consolidated financial statements prepared in 
accordance with Canadian GAAP. Winpak adopted the U.S. dollar as the reporting currency on January 1, 2004 
and for financial statement reporting purposes, decided to effect the change_as of January 1, 1999. Accordingly, 
the following discussion and analysis is presented in U.S. dollars except where noted otherwise. The 
consolidated financial statements include the accounts of all subsidiaries. All subsidiaries in the United States 
and American Biaxis Inc. operate with the U.S. dollar as the functional currency, while the Company and all its 
Canadian subsidiaries, excluding American Biaxis Inc., operate with the Canadian dollar as the functional 
currency. 


Changes in 2005: Effective May 9, 2005, the Company completed a ten-for-one share split. All references to 
earnings per share in this management's discussion and analysis (“MD&A”) have been retroactively restated to 
reflect the impact of the share split. Effective January 1, 2005, Winpak adopted EIC 156 which, as more fully 
described in Note 3 to the Consolidated Financial Statements, requires that consideration paid to customers such 
as rebates is deducted from sales rather than be added to selling, general and administrative (“SG&A”) expenses. 
Accordingly, Winpak has retroactively restated sales and SG&A expenses in the Financial Statements and 
MD8&A. 


Financial Summary Millions of U.S. dollars, except per share amounts 

2005 2004 2003 
Net earnings 23.1 26.0 29.7 
Earnings from operations 30:0 44.0 50.1 
Sales 436.7 393.1 361.0 
Gross profit margin 25.6% 28.0% 29.2% 
Net earnings per share (cents) 36 40 46 
Dividends declared per common share (Canadian cents) 6 6 6 
Total assets 369.7 367.6 307.8 
Total debt (Long-term debt less cash) 34.1 47.3 Svat 


Net earnings of $23.1 million, or 36 cents per share, represented a decline of 4 cents compared to 2004. The 
impact of the 2.4 percentage point decline in gross profit margin was greater than the 11.2 percent decrease in 
net earnings. Sales, on the other hand, grew by 11.1 percent, year-on-year. When removing sales of products 


attributed to the business divested during 2005 from both years, sales growth from 2004 on a comparable basis 
was 12.9 percent. 


During 2005, Winpak divested the business comprising printed, paper-based bag products (the “bag business”) 
operated out of the converting plant in Toronto. Production of remaining products at the location was transferred 
to other Winpak facilities in Canada. Converting operations ceased at the end of October, 2005 and the premises 
are available for sale. Together, these transactions had only negligible impact on net earnings in 2005. 


The Company paid dividends of $3.2 million and funded acquisitions of plant and equipment totaling $24.3 million. 
Cash flow from operating activities together with total proceeds of $8.9 million from sale of the bag business also 


facilitated net term debt reductions of $20 million. Winpak remains in a strong financial position with adequate 
financial resources to meet foreseeable obligations. 
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Results of Operations 


Financial performance 


2005 2004 2003 
Net earnings per share - prior year (cents) 40 46 43 
Impact on Net Earnings Per Share: 
Organic growth 3.5 3.0 D) 
Gross profit margin (9.5) (5.0) (7.5) 
Other 4.0 - 45 
Foreign exchange (2.0) (4.0) 0.5 


Net earnings per share (cents) 36 40 46 


Following well-established strategies executed over many years, Winpak’s continuing investments in advanced 
manufacturing equipment afforded organic growth in 2005 that contributed net earnings of 3.5 cents per share. 
Organic growth is determined as the net earnings impact of increased sales, whether by volume or price, 
excluding the influence of acquisitions, divestitures and foreign exchange. 


For the third consecutive year Winpak’s gross profit margin has fallen. The main reason for the decline was the 
combination of rising raw material costs only partially offset by selling price increases. This margin contraction 
cut 9.5 cents per share from net earnings in 2005 compared to the prior year. 


The combination of a reduced effective income tax rate, the drop in net earnings attributed to the minority 
shareholder, lower research and technical expenses, all partially offset by higher pre-production expenditures, 
provided additional net earnings of 4 cents per share in 2005. 


After the United States, Canada is the second largest market for Winpak’s products. The impact of the prolonged 
strengthening of the Canadian dollar since 2002 has been separately disclosed in this MD&A. Accordingly, the 
impact of foreign exchange has been removed for the purposes of other analysis provided in the MD&A. 


Sales 

2005 2004 2003 
CL a a aaa ee 
Volume increase 20.5 Rs) iOS 
(Divestiture) / Acquisition (4.6) - 19.1 
Price and mix gains 21.0 BS) 00 
Foreign exchange gain 6.7 el 109 


Total increase In sales 43.6 Ce 50.9 


In total, sales increased in 2005 by $43.6 million. Volume shipped by the core plastic-extrusion and foil-based 
businesses grew $20.5 million, or 5.2 percent. Based on sales in the prior year, 2005 revenues were $4.6 million 
lower consequent to the sale of the bag business. In 2006, sales will diminish by an additional $14.2 million as a 
result of the divestiture. Absent the bag business, Winpak’s flexible products will approach 55 percent of total 
Company sales while rigid packaging and lidding will comprise slightly less than 45 percent. 


Products primarily driving volume growth in 2005 were modified atmosphere packaging (“MAP”), lidding and 
biaxially-oriented polyamide (“BOPA’) film. Shipments of these products increased by 10.5 percent, 8.7 percent 
and 22.8 percent, respectively. Particular accomplishments at the lidding facilities were higher sales to existing 
customers of die cut foil lids for beverage, coffee, condiments, cultured and dessert products. These included the 
successful launch of an internally developed lid for juice containers. The increased shipments of BOPA film 
reflected steadily increasing output from the Winnipeg factory subsequent to the addition of a second 
manufacturing machine at the end of 2004 that more than doubled capacity. Sales of MAP products recorded a 
healthy advance, after a flat 2004. The gains in 2005 were secured primarily from existing and new customers of 
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proprietary multi-layer cast films as well as printed high-barrier films and zipper standup pouches. Sales of 
packaging machinery and machine parts were less than in 2004 due to the delay of certain customer deliveries 
from the fourth quarter of 2005 to the first quarter of 2006. 


Price and mix gains amounted to the equivalent of a 5.3 percent uplift in average selling prices. Other than 
changes in product mix, the gains comprised selling price increases to pass through raw material cost increases. 
Price increases were implemented for certain rigid container products that benefit from a tradition of indexing. 
Higher prices were negotiated for lidding products and specialty films of which only the smaller part occurred 
through indexing contracts. Comparatively modest pricing gains were registered for MAP, BOPA film and rigid 
drink cup container products due to competitive constraints. 


Gross profit margins 


2005 D004 2003 


Gross profit ($ millions) Asia, 11081 105.3 
Gross profit margin percentage 25.6% 28.0% 29.2% 
Change in gross profit margin percentage points from prior year - 

as reported -2.4% -1.2% -3.6% 
Less: Foreign exchange - percentage points 0.2% -0.2% 1.5% 
Change in gross profit margin percentage points from prior year - 

excluding foreign exchange -2.2% -1.4% 2.1% 


Gross profit margins have decreased in each of the last three years. Margin decline has been the primary cause 
of the decrease in net earnings in the last two years. In turn, the main driver of margin contraction was the 
combination of rising raw material prices not completely offset by selling price increases. 


Winpak participates in a diverse range of markets for packaging products. Traditionally, the Company’s practice 
is to match raw material cost escalations with selling price increases. However, customers in different markets 
react to price pressures related to raw material cost fluctuations according to conditions in those markets. The 
Company has experienced three successive years of raw material cost escalations, with the most pronounced 
spike of 21.1 percent occurring in 2005. 


Raw materials Index 


2005 2004 2003 
Index: weighted cost of a basket of Winpak's eight principal raw 
materials, where base year 2001 = 100 142.8 117.9 104.6 
Increase in Index compared to prior year 21.1% 12.7% 11.2% 


The greatest difficulty passing through price increases during 2005 was encountered with customers of MAP, 
BOPA film and rigid drink cup container products. Pricing of MAP is continually evaluated in relation to price 
actions whether from competitors or raw material suppliers, and is adjusted as appropriate. For most of 2005, 
little cost-based pricing activity by larger market participants occurred in this market sector, which effectively 
prevented price increases by Winpak. However, when those participants successfully implemented much- 
needed price adjustments late in the year, Winpak immediately followed suit. The greater availability of 
competing BOPA film worldwide has severely limited price increases and accordingly, the Company has 
significantly lowered expectations for the profitability of this product line. The Company expects to discontinue 
offering rigid drink-cup containers in certain highly competitive commodity market sectors. 


Other influences on gross profit margins include the costs of direct and indirect manufacturing labour and 
overheads. In 2005, economies of scale and investments in more efficient manufacturing technology realized 


savings sufficient to benefit gross profit margins by 2.1 percentage points. In 2004 and 2003, these costs 
remained aligned with sales and accordingly had negligible impact on margins. 
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Additional overall savings anticipated in 2005 from expected improvements in manufacturing performance did not 
occur. While the key MAP and lidding plants benefited from improved performance compared to 2004, 
unsatisfactory performance in the reported year at the BOPA plant and one of the two rigid container locations 
offset those benefits. These inefficiencies occurred following major expansion projects and should be 
substantially reduced during 2006. 


Summarizing 2005, Winpak’s gross profit margins suffered from the 21.1 percent spike in raw material purchase 
costs of which only about one half was recovered by the 5.3 percent rise in average selling prices. A significant 
portion of the resulting margin shortfall was offset by the 2.1 percentage point improvement in direct and indirect 
manufacturing costs. Pre-buying of raw materials and manufacturing improvements realized recognizable 
additional benefits and the consequent net reduction in margin, excluding foreign exchange, was 2.2 percent. 


Other 

The other supplement to net earnings of 4 cents per share compared to 2004 comprised the benefit of lower 
effective rates of income tax, reduced minority interest and a decline in research & technical expenditure, all of 
which were partly offset by higher pre-production expenses. 


The effective rate of income tax of 28.8 percent was 6.1 percentage points lower than the rate sustained in 2004. 
Of the reduction, 3.9 percentage points related to non-taxable components of the divestiture of the bag business. 
In addition, a greater proportion of taxable income arose in lower tax-rate jurisdictions, which further reduced 
effective tax rates by 2.4 percentage points, contributing an additional 1.5 cents per share to net earnings in 2005. 


Lower net earnings of 1.5 cents per share attributed to the minority shareholder reflected the drop in net earnings 
of a subsidiary. Research and technical expenses reduced from 2.3 percent of sales to 2.0 percent of sales in 
2005. Less R&D was required for certain products subsequent to the higher level of activity undertaken in the 
prior year. 


High pre-production expenses were incurred at the rigid container facilities in conjunction with the unexpectedly 
complex introduction of major new manufacturing equipment in 2005. Making up the remaining pre-production 
expense for 2005 was the amount sustained at the BOPA plant, consequent to the startup of a second 
manufacturing machine installed towards the end of 2004. The 2005 pre-production expense for the BOPA 
equipment was considerably smaller than the equivalent expense in 2004. 


Selling, general & administrative expenses 


2005 2004 2003 

SG8A ($ millions) 63.5 55.6 47.0 
SG8A percentage to sales 14.5% 14.1% 13.0% 
Change in SG&A percentage points to sales fromprioryear- (‘i )—)hCCtC(<i<‘<‘<C; CO CdCl 

as reported 
Less: Foreign exchange - percentage points -0.4% -1.3% 0.8% 
Change in SG&A percentage points to sales from prior year - 

excluding foreign exchange 0.0% -0.2% -2.8% 


As demonstrated in the preceding table, the change in SG&A expense from 2004 after adjusting for foreign 
exchange was consistent with the increase in sales from 2004. Therefore, despite the inclusion in SG&A of 
increases in freight costs due to fuel surcharges, the change in SG&A expenses from 2004 had no significant 
impact on net earnings in the current year. 
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Sale of the bag business 

In June 2005, Winpak sold the assets of the bag business formerly operated from the converting premises at 
Laird Drive, Toronto, Ontario. The divestment further focused and aligned Winpak’s manufacturing capabilities 
with core strategic markets. After a transition period, including temporary continuance of certain manufacturing 
operations at the facility, normal operations ceased at the end of October with the sale of the inventory associated 
with the bag business. These transactions netted gains on sale and realization of cumulative currency translation 
adjustments totaling $5,493. The bag business represented the majority of products manufactured by Winpak in 
the Toronto plant and concurrent with the decision to sell the bag business, the Company committed to a plan to 
exit the premises. Consequently, costs totaling $7,224 were recognized to close the plant. These included 
employee termination costs, pension plan curtailment and settlement expenses, and provisions to write down 
inventory and fixed assets. The net pre-tax loss of $1,731 was more than offset by tax recoveries of $1,878 on 
components of the divestiture, and the remaining after-tax gain had negligible impact on net earnings in 2005. 


Foreign exchange 


2005 2004 2003 
Year-end exchange rate of Cdn dollar to U.S. dollar 1.160 1.200 1.300 
Year-end exchange rate of U.S. dollar to Cdn dollar 0.862 0.833 0.769 
Appreciation of Cdn dollar vs. U.S. dollar year-end exchange rate 
compared to the prior year 3.3% 7.7% 17.7% 
Average exchange rate of Cdn dollar to U.S. dollar 1.214 1.304 1.413 
Average exchange rate of U.S. dollar to Cdn dollar 0.824 0.767 0.708 
Appreciation of Cdn dollar vs. U.S. dollar average exchange rate 
compared to the prior year 6.9% 7.7% 10.1% 


Most of the Company’s operations are conducted in the United States dollar and Winpak utilizes the U.S. 
currency as the reporting currency. However, approximately 22 percent of sales are invoiced in Canadian dollars 
and approximately 32 percent of costs are incurred in the same currency, resulting in a net outflow of costs in 
Canadian dollars. Consequently, Winpak records foreign currency differences on transactions and translations. 


The net outflow of Canadian dollars exposes Winpak to transaction differences arising from exchange rate 
fluctuations. The appreciation of the average exchange rate of the Canadian dollar in 2005, 2004 and 2003 
reduced net earnings by 1 cent, 1 cent and 2 cents per share, respectively, compared to the prior year in each 
case. In addition, Winpak’s Canadian companies purchase inventory in U.S. dollars. The change in exchange 
rate between the date of purchase and eventual sale of these inventories generates further transaction exchange 
differences. These differences were estimated to amount to an increase in net earnings in 2005 and 2004 of 0.5 
cents and 2 cents per share, respectively, and a decrease of 3.5 cents in 2003. 


Translation differences arise when foreign currency monetary assets and liabilities are translated at exchange 
rates that change over time. Winpak also realizes translation differences when dividends are paid to 
shareholders from the parent company that utilizes the Canadian dollar as the functional currency. The 
appreciating spot conversion rate of the Canadian dollar from year to year and against the historical average 
conversion rate of retained earnings of the Canadian subsidiaries reduced net earnings in 2005 and 2004 by 1.5 
cents and 5 cents, respectively, and increased net earnings in 2003 by 6 cents per share. 
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Summary of quarterly results (thousands of U.S. dollars, except per share amounts (cents)) 


2005 2004 

Sales Net earnings Sales Net earnings 
Quarter ended Amount Amount _é.p.s. centS Quarter ended Amount Amount —_e.p.s. cents 
April 3 105,439 5,307 8 March 28 90,160 4825 7 
July 3 109,979 6,306 10 June 27 98 347 Wee 2 
October 2 111,625 Bo22 8 September 26 97,334 6,429 10 
January 1 109,666 6,192 10 December 31 107,254 todd 11 

436,709 23,127 36 393,092 26,037 40 


Various factors affect timing of the Company’s earnings during the course of a year. Seasonal factors typically 
contribute to stronger sales and net earnings in the second and fourth quarters compared to the first and third 
quarters. Factors influencing seasonal trends are the higher demand for certain food products in advance of the 
summer season and the greater number of holidays in the fourth quarter. During the third quarter, sales and 
earnings are typically low due to reduced order levels and plant maintenance shutdowns scheduled to coincide 
with the summer. Sudden and substantial changes in the rate of exchange between the U.S. and Canadian 
dollars from one quarter to another may cause sales and net earnings to vary contrary to the historic trend. 
Similarly, sudden and significant changes in the cost of raw materials consumed from one quarter to another can 
be expected to increase or decrease net earnings in a manner that does not conform to the normal pattern. 


Three additional factors impacted the timing of sales during 2005. In the third quarter, a relatively sudden 
increase in sales of specialty films products did not conform to normal trends. In the fourth quarter, sales of 
packaging machines were lower than usual. During the last two months of 2005, the Company made no sales of 
products associated with the bag business that was sold during the year. 


Capital Resources, Cash Flow and Liquidity 


Operating activities 

Cash flow provided by operating activities, totaling $31.4 million, was $21.1 million lower than in 2004. Primary 
components of the change from 2004 were lower net earnings of $2.9 million, higher payments of accounts 
payable and accrued liabilities amounting to $15.7 million and greater investments in inventory of $3.3 million. 
The payments of accounts payable and accrued liabilities included settlement of employee termination costs and 
liabilities established at the close of 2004 for acquisition-related intangibles and manufacturing equipment. 
Inventory values were augmented by the combination of higher raw material unit costs, the buildup of finished 
goods for certain customers and pre-buying of certain raw materials. 


Investing activities 

Acquisitions of plant and equipment totaled $24.3 million, which was significantly less than in 2004. The timing 
and nature of typical capital investments as well as the extended time required to complete large projects often 
results in fluctuation of total investments from year to year. The only significant capital project completed in 2005 
was the installation and commissioning of equipment for extrusion and thermoforming in the rigid container 
facilities. Other investments included initial payments to commence a major expansion of facilities and equipment 
for the lidding business. Remaining expenditures were for ongoing equipment enhancements, efficiency 
improvements, safety, and protection or extension of the life of equipment. A number of packaging machines 
were built and placed with customers as part of systems that combine packaging materials. Over the long term, 
Winpak’s expenditures for equipment enhancements have averaged approximately two percent of sales. 


Total proceeds of $8,852 from the sale of the bag business were received in two installments: the sale of the 
business in June and the associated inventory at the end of October. No further proceeds are expected. 
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Financing activities 

In the fourth quarter of 2005, Winpak utilized available cash and exercised an option to prepay $15 million of the 
private placement Notes due in August 2006. Together with an additional net repayment of $5 million during 
2005, long-term debt repayments totaled $20 million. The Company paid quarterly dividends at the rate of 1.5 
Canadian cents per share, which has been unchanged since October 2002. Based on the January 1, 2006 
closing price of CA$11.00, one Winpak share yields 0.55 percent. 


Cash & total debt 

Surplus cash was utilized, among other things, to repay debt and accordingly cash as at January 1, 2006 
amounted to $4.9 million, a reduction of $6.7 million from the prior year. Total debt at the close of the year 
amounted to $34.1 million, which was the net of long-term debt of $39.0 million and cash of $4.9 million, a 
reduction of $13.2 million from the previous year. - 


Financial instruments 

The Company regularly monitors interest rates and takes action, when appropriate, by using derivative contracts 
and other financial instruments to minimize the risk associated with interest rate fluctuations. In addition, Winpak 
may employ hedging programs to minimize foreign exchange risks associated with changes in the value of the 
Canadian dollar relative to the U.S. dollar. To the extent possible, the Company maximizes natural currency 
hedging by matching inflows from sales in either currency with outflows of costs and expenses denominated in 
the same currency. A portion of the remaining exposure to fluctuations in exchange rates may be mitigated with 
forward and option contracts. Despite the methods employed to manage interest rate and foreign currency risk, 
future fluctuations in interest rates and, in particular, exchange rates can be expected to impact net earnings. 


The Company’s policy regarding interest expense is to fix interest rates on between one- and two-thirds of long- 
term debt outstanding. With respect to foreign currency, the Company’s Foreign Exchange Policy requires that 
between 50 and 80 percent of the Company’s net requirement of Canadian dollars for the ensuing nine to fifteen 
months will be hedged at all times with forward or zero-cost option contracts. There will be no purchases of 
foreign exchange products for the purpose of speculation and foreign exchange transactions will only be 
conducted with certain approved financial institutions. 


During 2005, approximately two-thirds of long-term debt carried a fixed interest rate and therefore the Company 
had little exposure to fluctuating interest rates. On the other hand, the Company’s financial results are exposed to 
significant fluctuations in foreign exchange rates. While hedging programs may mitigate a portion of remaining 
exposures to short-term fluctuations in foreign currencies, the Company’s financial results over the long term will 
inevitably be affected by significant changes in the value of the Canadian dollar. Winpak estimates that each time 
the exchange rate strengthens or weakens by one Canadian cent against the U.S. dollar, net earnings will 
decrease or increase, respectively, by between a quarter and a third of a U.S. cent per share. In addition, while 
the Company’s U.S. dollar monetary liabilities (including long-term debt) in Canada continue to exceed U.S. dollar 
monetary assets in Canada, the same change in the exchange rate should generate an immediate foreign 
exchange translation gain or loss, respectively. 

The Company is monitoring the development of a derivatives market based in London, England, which trades in a 
limited number of resins. To date, Winpak does not participate in this or any other derivatives market for raw 
materials. Winpak is not aware of any instrument that fully mitigates fluctuations in raw material costs over the 
long term. Consequently, the Company's net earnings are impacted by changes in raw material prices. Typically, 
the Company responds to changes in raw material costs by adjusting selling prices, albeit with a time lag. 


During 2005, certain foreign currency forward contracts matured and consequent to the appreciation of the 
Canadian dollar, the Company realized exchange gains of $0.7 million. As at January 1, 2006, foreign currency 
forward contracts totaling US$3.5 million remained outstanding. No interest rate swap instruments were entered 
into during 2005 and none are outstanding as at January 1, 2006. The remaining $15 million of the Company’s 
debt Placement matures in August 2006. The purpose of the placement was to secure additional sources of 
funding for major investments such as acquisitions, broaden the borrowing base and fix a portion of interest rates. 
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Contractual obligations Payment due, by period 
ota year - 3 years - 9 years er 0 years 
Long-term debt 39,000 15,000 0 0 24,000 
Operating leases 8,384 1,921 3,591 2,672 200 
Purchase obligations 15,295 15,295 0 0 0 
Total contractual obligations 62,679 32,216 3,591 2,672 24 200 
Resources 


Acquisitions and investments to drive growth can be significant and may require substantial financial resources. 
A range of funding alternatives is available including cash flow provided by operations, additional debt, the 
issuance of equity or a combination thereof. The Company believes that should the need arise, a new issue of 
Winpak stock would be supported by the financial community and at least 50 percent of any new issue would be 
subscribed to by the majority shareholder. The Company is comfortable with a debt-to-equity ratio in the range of 
35 percent to 50 percent and should a particularly attractive investment opportunity arise, an increase in the ratio 
to approximately 100 percent would be contemplated. Under the terms of bank credit facilities currently in place, 
all revolving debt is long term, although the Company retains the right to repay, without penalty, amounts of 
revolving term-debt as deemed appropriate. The Company has determined that current credit facilities of $70 
million, including unsecured term-debt lines of $32 million and operating lines of $38 million, are adequate. Of the 
total facility, $46 million was unused as at January 1, 2006. The Company believes additional credit can be 
arranged from banks and other major lending institutions as the need arises. Furthermore, the Company has 
remained well within all debt covenants and foresees no change in its ability to meet covenants in 2006. The 
Company believes that all 2006 requirements for capital expenditures, working capital and debt repayments can 
be financed from cash provided by operating activities and unused credit facilities. 


As at January 1, 2006, total debt, as previously disclosed, declined to 13.9 percent of shareholders’ equity, 
compared to 21.3 percent a year earlier. The moderate debt level and an informal investment grade credit rating 
allow the Company to enjoy relatively low interest rates on outstanding debt. Unless an acquisition occurs, the 
Company believes that total debt as a percentage of shareholders’ equity should further decline slightly by the 
end of the ensuing year. 


Looking Forward 


Winpak is confident that substantial future business opportunities exist and accordingly, expenditures for capital 
projects under consideration for 2006 could significantly exceed those of 2005. The Board of Directors has 
approved three major expansionary projects involving expenditures approaching $47 million over three years, 
including approximately $27 million in 2006. These projects are designed to strengthen the Company’s position 
in food lidding, broaden the health care product offering and add capacity for high-barrier modified atmosphere 
films. The expenditures enhance Winpak’s operations in Quebec, Georgia, Illinois and Manitoba and include a 
second major converting line, printing presses, a new manufacturing plant in Illinois and a third proprietary multi- 
layer extrusion line. 


In 2006, at least 6 percent volume growth is anticipated compared to sales in 2005 when adjusted for the bag 
business. At this time, despite the positive impacts of anticipated volume increases, selling price increases, 
improved manufacturing performance and the closure of the Laird Drive facility, Winpak provides no comment on 
prospective net earnings in 2006, given the unpredictability of raw material and selling price changes. 
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Critical Accounting Estimates 


The Company believes the following accounting estimates are critical to determining and understanding the 
operating results and the financial position of the Company. 


Allowance for doubtful accounts. The Company estimates allowances for potential losses resulting from the inability of 
customers to make required payments of accounts receivable. Additional allowances may be required if the 
financial condition of any customer deteriorates. 


Allowance for inventory obsolescence. The Company estimates allowances for potential losses resulting from inventory 
becoming obsolete and that cannot be processed and/or sold to customers. Additional allowances may be 
required if the physical condition of inventory deteriorates or customer requirements change. 


Impairment of long-lived assets. On an ongoing basis, the Company estimates the useful life of long-lived assets such 
as plant, equipment and intangible assets. The net carrying value of these assets is determined by providing 
depreciation and amortization based on the estimated useful life of each asset. The Company periodically 
reviews these assets for impairment whenever certain events or changes in circumstances indicate that the net 
carrying value may not be recoverable, based upon future net cash flows directly associated with the use and 
possible disposal of the asset. The amount of impairment, if any, is measured by deducting the fair value of the 
asset from its net carrying value and charged to depreciation expense. Goodwill is reviewed for possible 
impairment at least annually. Assumptions and estimates used in the determination of possible impairment 
losses, such as future cash flows, may affect the carrying value of goodwill and require an impairment expense. 


Contingencies and litigation. On an ongoing basis, the Company assesses the potential liability regarding any lawsuit 
or claim brought against the Company. In assessing probable losses, the amount of possible insurance 
recoveries will be estimated. The Company accrues a liability when a loss becomes probable and the net amount 
of the loss can reasonably be estimated. Due to the inherent uncertainties relating to the eventual outcome of 
litigation and potential insurance recovery, certain matters could ultimately be resolved for amounts materially 
different to provisions or disclosures previously made by the Company. 


Disclosure Controls 

The Company’s President and Chief Executive Officer (CEO) and Vice President and Chief Financial Officer 
(CFO) are responsible for establishing and maintaining Winpak’s disclosure controls and procedures. These 
controls and procedures are designed to provide reasonable assurance that the CEO and CFO are fully apprised 
of any material information affecting the Company so that the CEO and CFO may evaluate the information and 
determine the appropriateness and timing of public release. The CEO and CFO evaluated the effectiveness of 
the Company’s disclosure controls and procedures as of the date of this report and concluded that the controls 
and procedures were effective in providing such reasonable assurance. 


Other 


Additional information relating to the Company is available on SEDAR at www.sedar.com, including the Annual 
Information Form dated February 22, 2006. 
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W/ REPORTING 


Management's Report to the Shareholders 


The accompanying consolidated financial statements, management's discussion and analysis (“MD&A”) and other information in the 
Annual Report are the responsibility of management. The financial statements have been prepared by management and include the 
selection of appropriate accounting principles, judgments and estimates necessary to prepare these statements in accordance with 
Canadian generally accepted accounting principles. The MD&A and financial information contained in this Annual Report are consistent 
with the financial statements. 


To provide reasonable assurance that assets are safeguarded and that relevant and reliable financial information is being reported, 
management has developed and maintains a system of internal controls. An integral part of the system is the requirement that employees 
maintain the highest standard of ethics in their activities. Business reviews and internal audits are performed by corporate executives and 
an internal audit team to evaluate internal controls, systems and procedures. 


The Board of Directors, acting through the Audit Committee composed solely of independent directors, is responsible for determining that 
management fulfills its responsibilities in the preparation of financial statements and MD&A, and in the financial control of operations. The 
Audit Committee recommends to the shareholders the appointment of the independent auditors. The Audit Committee meets regularly 
with financial management and the independent auditors to discuss internal controls, auditing matters and financial reporting issues and 
reports its findings to the Board. The Audit Committee reviews the consolidated financial statements, MD&A and material financial 
announcements with management and the external auditors prior to submission to the Board for approval. 


The consolidated financial statements have been audited on behalf of the shareholders by the independent external auditors, 
PricewaterhouseCoopers LLP, whose report follows. 


B.J. Berry M.G. Johnston 

President and Chief Executive Officer Vice President and Chief Financial Officer 
Winnipeg, Canada Winnipeg, Canada 

January 27, 2006 January 27, 2006 


Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheets of Winpak Ltd. as at January 1, 2006 and December 31, 2004 and the consolidated 
statements of earnings and retained earnings and cash flows for the years then ended. These financial statements are the responsibility of 
the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company as at 
January 1, 2006 and December 31, 2004 and the results of its operations and its cash flows for the years then ended in accordance with 


Canadian generally accepted accounting principles. 


Prisoatnh ove lnpey Lop 
Chartered Accountants 


Winnipeg, Canada 
January 27, 2006 
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WY CONSOLIDATED STATEMENTS OF EARNINGS 
AND RETAINED EARNINGS 


Years ended January 1, 2006 and December 31, 2004 


(thousands of US dollars, except per share amounts) 


See accompanying notes to consolidated financial statements. 
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2005 2004 
Sales (note 3) 436,709 393,092 
Cost of sales 324,975 282,979 
Gross profit 111,734 IC tA3 
Expenses 
Selling, general & administrative (note 3, 4) 63,482 55,636 
Research and technical 8,733 8,958 
Pre-production 2,915 1,496 
Loss on sale of business (note 5) 1,731 - 
Earnings from operations 35,273 44 023 
Interest (note 9) 2,843 2,630 
Earnings before income taxes and minority interest 32,430 41,393 
Provision for income taxes (note 10) 9,346 14,443 
Minority interest (43) 913 
Net earnings 23,127 26,037 
Retained earnings, beginning of year 160,856 137,435 
Net earnings Zoen 26,037 
Dividends declared (2,664) (2,616) 
Retained earnings, end of year 181,319 160,856 
Basic and fully diluted earnings per share (cents) 36 40 
Average number of shares outstanding (000's) (note 12) 65,000 65,000 


"7 
W CONSOLIDATED BALANCE SHEETS 


January 1, 2006 and December 31, 2004 
(thousands of US dollars) 


2005 2004 
Assets 
Current assets: 
Cash 4,942 11,654 
Accounts receivable 50,018 51,841 
Inventories 69,889 63,802 
Prepaid expenses 1,707 1,939 
Future income taxes (note 10) 3,239 2,234 
129,795 131,466 
Property, plant and equipment (note 6) 208,189 200,870 
Other assets (note 7) 4,358 5,920 
Intangible assets (note 8) . 10,921 13,198 
Goodwill (note 8) 16,404 16,140 
369,667 367,594 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Accounts payable and accrued liabilities 35,424 36,348 
Current portion of long-term debt (note 9) | 15,000 - 
50,424 36,348 
Long-term debt (note 9) 24,000 59,000 
Deferred credits 9,370 9,669 
Future income taxes (note 10) 28,353 28,704 
Postretirement benefits (note 11) Roz 894 
112,899 134,615 
Minority interest 10,928 10,971 
Shareholders’ equity: 
Share capital (note 12) 29,195 29,195 
Retained earnings 181,319 160,856 
Cumulative currency translation adjustments 35,326 Shh hy/ 
245,840 222,008 
369,667 367,594 
See accompanying notes to consolidated financial statements. 
On behalf of the Board: 
3 Director Director 
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W CONSOLIDATED STATEMENTS OF CASH FLOWS 


Years ended January 1, 2006 and December 31, 2004 
(thousands of US dollars) 


2005 2004 
Cash provided by (used in): 
Operating activities: 
Net earnings PRY PX § 26,037 
Items not involving cash: 
Depreciation 17,452 16,965 
Amortization - intangible assets : PLIST 2,044 
Pension plan and postretirement benefits 3,214 1,979 
Future income taxes ; (1,879) 3,650 
Foreign exchange gain on long-term debt (865) (2,301) 
Minority interest (43) 913 
Loss on sale of business (note 5) 1,731 - 
Other 1,182 78 
Cash flow from operating activities before change in working capital 46,196 49 365 
Change in working capital: 
Accounts receivable 2,652 (1,241) 
Inventories (8,568) (5,236) 
Prepaid expenses 273 (46) 
Accounts payable and accrued liabilities (6,345) Oral 
Pension plan and postretirement benefits payments (2,767) (2,679) 
Income tax receivable - 3,029 
31,441 52,549 
Investing activities: 
Acquisition of property, plant and equipment (24,319) (44,785) 
Proceeds on sale of business (note 5) 8,852 - 
Acquisition of intangible assets - Cae) 
(15,467) (45,956) 
Financing activities: 
Repayments of long-term debt (22,000) - 
Proceeds from long-term debt 2,000 5,000 
Dividends paid (3,246) (2,979) 
(23,246) 2,021 
Foreign exchange translation adjustment on cash 560 1,195 
Change in cash (6,712) 9,809 
Cash, beginning of year 11,654 1,845 
Cash, end of year 4,942 11,654 
Supplemental disclosure of cash flow information: 
Cash paid during the year for: 
Interest expense 3,685 2,982 
Income tax expense 9,444 6,561 


See accompanying notes to consolidated financial statements. 
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W NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(thousands of U.S. dollars, unless otherwise indicated) 
General: 


Winpak Ltd. is incorporated under the Canada Business Corporations Act. The Company manufactures and distributes high-quality 
packaging materials and innovative packaging machines that are sold in combination with packaging materials. The Company's 
products are used primarily for the protection of perishable foods and beverages, and in health care applications. 


1. Basis of presentation: 


The consolidated financial statements are expressed in U.S. dollars and prepared in accordance with Canadian generally accepted 
accounting principles (GAAP). 


Reporting currency 

In 2004, the Company adopted the U.S. dollar as its reporting currency. More than three-quarters of the Company’s business is 
conducted in U.S. dollars and therefore the change in reporting currency has increased transparency by significantly reducing volatility 
of reported results due to fluctuations in the rate of exchange between the U.S. and Canadian currencies. 


Fiscal year 

Effective January 1, 2005 the Company changed its fiscal year-end from December 31 to the nearest Sunday to December 31. The 
Company's fiscal year will normally be 52 weeks in duration but will include a 53 week every 5 to 6 years. The 2005 fiscal year-end 
date is January 1, 2006 with 52 weeks in the year. 


2. Significant accounting policies: 


(a) Principles of consolidation: 
The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries as well as the 
majority-owned American Biaxis Inc. All inter-company balances and transactions have been eliminated. 


(b) Revenue recognition: 
Sales are recognized when the risks and rewards of ownership have transferred to the customer, which is generally considered to 
have occurred as products are shipped. Customer volume rebates and cash discounts are accrued at the time of sale and 
recorded as a reduction of sales (note 3). 


(c) Inventories: 
Inventories are stated at the lower of cost (first-in, first-out method) and net realizable value. 


(d) Property, plant and equipment: 
Property, plant and equipment are recorded at cost. Depreciation is computed using the straight-line method over the estimated 
useful lives of the assets, commencing the date the assets are transferred into commercial production, as follows: 


Buildings 20 - 40 years Equipment 4-15 years Filling machines 3-5 years 


Property, plant and equipment are reviewed for impairment when certain events or changes in circumstances indicate that the net 
carrying value may not be recoverable, based upon undiscounted future net cash flows directly associated with the use and 
possible disposal of the asset. The amount of the impairment, if any, is measured by deducting the fair value of the asset from its 
net carrying value and charged to depreciation expense. 


(e) Pre-production costs: | 
Pre-production costs relating to major new equipment projects are expensed in the period in which the costs are incurred. 


(f) Goodwill: 
The excess cost of acquisitions over the underlying value of the net assets, including intangible assets, at the date of acquisition is 
recorded as goodwill. Goodwill is subject to annual impairment tests and will be written down from carrying value to fair value if a 
decline in value is considered to have occurred based upon expected discounted cash flows of the respective subsidiary. 
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(g) Intangible assets: 


intangible assets are recorded at the discounted value of future cash flows of the assets at the date of acquisition. Amortization is 
provided for all intangible assets using the straight-line method over the estimated useful lives of the assets as follows: 


Patents 8-17 years 
Customer related 10 years 
Marketing related 5-10 years 


The carrying value of intangible assets is reviewed periodically for impairment based upon expected discounted cash flows over 
the remaining useful lives of the intangible assets. Intangible assets will be written down to their fair value by a charge to 
amortization expense if a decline in carrying value is identified. 


(h) Research and technical costs: 


(i) 


Research and technical costs are expensed in the period in which the costs are incurred. Related tax credits are recorded to 
reduce these costs when it is determined there is reasonable assurance the tax claims will be realized. 


Deferred credits: 
Investment tax credits for plant and equipment are amortized on a straight-line basis over the useful life of the related asset. 


Employee benefit plans: 

The Company maintains six funded non-contributory defined benefit pension plans in Canada and the U.S. and one funded 
supplementary income postretirement plan for certain Canadian-based executives. A market discount rate is used to measure the 
benefit obligations. The expected return on pension plan assets is calculated on the fair value of the assets as of the year-end 
date. The cost of these non-contributory defined benefit pension plans is actuarially determined using the projected benefits 
method prorated on years of employee service, final average salary levels during specified years of employment, retirement ages 
of employees and other actuarial factors, together with the expected rate of return on pension plan assets. Current service costs, 
interest costs on the benefit obligation, curtailment and settlement costs are charged to earnings as they accrue. Past service 
costs, plan amendments, changes in assumptions, the net transitional asset amount and the cumulative unrecognized net 
actuarial gains and losses in excess of 10% of the greater of the benefit obligation or the fair value of plan assets are amortized to 
earnings on a straight-line basis over the expected average remaining service lives (10-20 years) of active plan members. The 
Company’s funding policy is consistent with statutory regulations and amounts funded are deductible for income tax purposes. 
The supplementary income plan is funded to the extent of the annual benefit plan cost. 


One of the Company's subsidiaries maintains one unfunded contributory defined benefit postretirement plan for health care 
benefits for a limited group of U.S. individuals. A market discount rate is used to measure the benefit obligation. The cost of the 
plan is actuarially determined using the per capita claims cost method. Interest costs on the benefit obligation are charged to 
earnings as they accrue. Past service costs, plan amendments, changes in assumptions and the cumulative unrecognized net 


actuarial gains and losses are amortized to earnings on a straight-line basis over the expected average future lifetime (11 years) 
of the retirees. 


The Company maintains seven defined contribution pension plans in Canada and the U.S. The pension expense for these plans 
is the annual funding contribution by the Company. 


(k) Income taxes: 


The Company uses fhe asset and liability method of accounting for income taxes. Future income tax assets and liabilities are 
recognized for the future consequences attributable to differences between the financial statement carrying amounts of existing 
assets and liabilities and their respective tax bases. Future income tax assets and liabilities are measured using substantively 
enacted income tax rates expected to apply when the asset is realized or the liability is settled. The effect of changes in income 
tax rates is recognized in the period in which the rate-change is considered substantively enacted. When necessary, a valuation 
allowance is recorded to reduce future income tax assets to an amount that is more likely than not to be realized. 


Foreign currency translation: 

Subsidiaries with the Canadian dollar as the functional Currency are translated using the current rate method under which the 
assets and liabilities are translated into U.S. dollars at the year-end exchange rate. Sales, costs and expenses are translated at 
the average rate for the year. The unrealized exchange gains or losses on the net investment in these subsidiaries are deferred 
and included in the cumulative currency translation adjustments account in shareholders’ equity. The net assets of the U.S. dollar 
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functional currency subsidiaries do not qualify as a hedge against the U.S. dollar long-term debt held in Canada. Accordingly, 
foreign exchange adjustments arising on translation of this debt are included in net earnings. 


(m) Financial instruments: 
The Company may use certain derivative financial instruments to manage risks of fluctuation in interest rates and foreign 
exchange rates. These instruments are not recognized in the consolidated financial statements upon inception. The Company 
does not engage in the trading of these derivative financial instruments for profit. 


The Company may enter into interest rate swap agreements in order to limit exposure to increases in interest rates and fix interest 
rates on certain portions of long-term debt. The Company applies hedge accounting for the interest rate swap agreements. 
Payments and receipts under interest rate swap agreements are recognized as adjustments to interest expense on long-term debt 
in the same period that the underlying hedged transactions are recognized. The Company may enter into foreign currency 
forward and option (floor and cap) contracts to limit exposure on certain anticipated future U.S. dollar cash flows in Canadian 
dollar functional currency companies. The Company applies hedge accounting for these foreign currency contracts. Gains and 
losses on U.S. dollar foreign currency exchange contracts are recognized in earnings in the same period that gains and losses on 
the underlying hedged transactions are recognized. The Company formally documents the relationship between the hedging 
instrument and the hedged item, as well as the nature of the specific risk exposure being hedged and the intended term of the 
hedging relationship. The effectiveness of the hedge is assessed at inception and throughout the term of the hedge. 


The Company is exposed to credit risk from its customers primarily in relation to accounts receivable. This risk is minimized by 
the Company’s diverse customer base. The Company regularly performs credit assessments of its customers and provides 
allowances for potentially uncollectible accounts receivable. 


(n) Use of estimates: 
The preparation of financial statements in accordance with GAAP requires management to make estimates including: the 
estimated useful lives of various assets, assumptions that affect the reported amounts of certain assets and liabilities, disclosure 
of contingent assets and liabilities at the date of the financial statements, and the reported amounts of certain sales, costs and 
expenses during the year. Actual results could differ from these estimates. 


3. Accounting change: 


Vendor Consideration: 

In 2005, the CICA Emerging Issues Committee issued EIC-156 ‘Accounting By A Vendor for Consideration Given To a Customer’. 
The EIC concluded that cash consideration including customer volume rebates and cash discounts given by a vendor to a customer is 
presumed to be a reduction in the selling price of the vendor's products and should be classified as a reduction of sales based on 
systematic and rational methods. The EIC is effective for fiscal years beginning on or after January 1, 2006. The Company has 
decided to early adopt the requirements of EIC-156 effective in the 2005 fiscal year. Accordingly, sales and selling, general and 
administrative expenses have both been reduced by $2,479 (2004 - $2,000). All prior year comparative amounts have been restated. 


4. Selling, general & administrative expenses: 


Included within selling, general & administrative expenses are the following amounts: 


2005 2004 
Foreign exchange translation gains (82) (893) 
Defined benefit pension plan cost (note 11) 2,462 1,350 


Foreign exchange translation gains represent the realized and unrealized foreign exchange differences recognized upon translation of 
monetary assets and liabilities (including long-term debt) and realization of cumulative currency translation adjustments. 
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5. Sale of business, related assets and associated costs: 


In June 2005, the Company sold the assets of the printed, paper-based bag business operated from the facility on Laird Drive, 
Toronto, Ontario. The divestment further focuses and aligns Winpak’s manufacturing capabilities with core strategic markets. The 
plant has ceased operations and the property has been made available for sale. The earnings statement reflects the sale of the bag 
business and realization of certain cumulative currency translation adjustments as well as employee termination and other costs 
related to the pending plant closure. A majority of the employee termination costs will be paid out by the end of the second quarter of 
2006. 


The following is a summary of the amounts recognized in 2005 on the sale of the paper bag business and pending plant closure: 


Gain on sale of business and related assets (3,830) 
Realized cumulative currency translation adjustments ; (1,663) 
Employee termination ) 4,660 
Pension plan curtailment and settlement 1,206 
Asset provisions and other 1,358 
Loss on sale of business ey 


The income tax recovery corresponding to the loss on sale of business was $1,878 and the increase to net earnings recorded in the 
financial statements was $147. 


The following is a summary of the costs recognized regarding the pending plant closure and the liability as at January 1, 2006: 


Pension Asset 
Employee Plan Curtailment Provisions 
Termination and Settlement and Other Total 
Balance - beginning of year - - 2 5 
Accrued costs 4631 1,178 1,350 7,159 
Cash payments - net (1,824) - 321 (1,503) 
Non-cash amounts - (353) aera) (2,090) 
Foreign exchange Zo) 85 (© 391 
Balance - end of year 3,038 910 9 Ook 
6. Property, plant and equipment: 
2005 Accumulated 2005 2004 Accumulated 2004 
Cost depreciation Net Cost depreciation Net 
Land 3,683 - 3,683 3,605 2 3,605 
Buildings 62,088 12,506 49,582 59,910 10,503 49,407 
Equipment 274,309 123,330 150,979 253,851 109,561 144,290 
Filling machines 35,667 31,722 3,945 34,455 30,887 3,568 
375,747 167,558 208,189 351,821 150,951 200,870 


7. Other assets: 


nn 
Accrued pension asset (note 11) 1,715 3,394 
Income tax credits recoverable 2,643 2,526 
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One of the Company's subsidiaries has income tax credits recoverable to reduce provincial income taxes payable in the future. These 
income tax credits expire if not utilized by 2006, 2007, 2008, 2009, 2010, 2014 and 2015 in the amounts of $442, $48, $32, $12, $162. 
$1,926 and $21 respectively. 

8. Intangible assets and goodwill: 


Intangible assets: 


2005 Accumulated 2005 2004 Accumulated 2004 
Cost amortization Net Cost amortization Net 
Patents 4,013 3,178 835 4013 2,867 1,146 
Customer related 11,115 3,242 7,873 114145 2,090 9,025 
Marketing related 4,976 2,763 Z2\3 4,976 1,949 3,027 
Intangible assets 20,104 9,183 10,921 20,104 6,906 13,198 


Goodwill: As at January 1, 2006 and December 31, 2004, the impairment tests were performed on remaining goodwill balances and it 
was concluded that no provision for impairment was required. The difference in the carrying value of goodwill year-over-year relates 
to the change in foreign exchange rates. 


9. Long-term debt: 


Committed loan facilities with a Canadian bank available to the Company and a subsidiary consist of: (a) an unsecured $25,000 
(2004 — $25,000) revolving term facility which, at the option of the lender, is extendible annually or if not extended would be converted 
into a five-year, revolving/reducing term facility for any non-extended portion; and (b) a $7,000 (2004 - $7,000) revolving term facility, 
secured by a general security agreement on the subsidiary’s assets which, at the option of the lender is extendible annually or if not 
extended would be converted into a two-year, revolving/reducing term facility for any non-extended portion. 


As at January 1, 2006, $17,000 (2004 - $24,000) of the five-year revolving facility was utilized and $7,000 (2004 - $5,000) of the two- 
year revolving facility was utilized. The interest rates on the bank long-term debt are floating at the London Inter-Bank Offering Rate 
(LIBOR) plus 0.50% on the unsecured $25,000 facility and LIBOR plus 0.65% on the secured $7,000 facility. At January 1, 2006, the 
Company had no interest rate swap agreement outstanding (2004 - $5,000). 


The Company has $15,000 (2004 - $30,000) remaining of private placement senior unsecured five-year notes that mature in August 
2006 and bear a fixed interest rate of 6.56%, payable semi-annually. In December 2005, the Company exercised its option and 
redeemed $15,000 of the senior unsecured notes. The senior unsecured notes rank pari passu with the above-noted unsecured bank 
term debt. The Company is confident that sufficient resources, including unsecured bank term and operating facilities, are available to 
fund the repayment of the remaining $15,000 private placement notes in August 2006. 


Interest is comprised of the following: 


2005 2004 

Interest on long-term debt 3,209 2 Lon 
Interest on bank indebtedness 476 253 
Interest income 842 360 
2,843 2,630 


EE 


The effective average interest rate on all long-term debt, after considering the effect of the interest rate swap agreement in place for 
part of 2005, was 5.91% (2004 — 4.98%). 


Required repayments of long-term debt for the next five years and thereafter are as follows: 


2006 2007 2008 2009 2010 Thereafter 


15.000 - - 24,000 
I 
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10. Provision for income taxes: 


ge 


2005 2004 
Current 11,225 10,793 
Future (1,879) 3,650 
Total provision for income taxes 9,346 14,443 
Combined Canadian federal and provincial income tax rate 32.4 % 34.6 % 
United States income taxed at higher than combined Canadian tax rates 0.9 V4 
Non taxable items: 
Foreign exchange gains (1.2) (1.0) 
Gain on sale of business and related assets (2.1) - 
Realized cumulative currency translation adjustments (1.8) - 
Permanent differences and other ; 0.6 0.2 
Effective income tax rate 28.8 % 34.9 % 
Temporary differences that give rise to future income tax assets and liabilities are as follows: 
2005 2004 
Future income tax assets: 
Reserves and accrued liabilities 3,239 2,234 
Future income tax liabilities: 
Plant and equipment 28,353 27,334 
Accrued pension asset 544 1,279 
Long-term debt 728 1,318 
Postretirement benefits (541) (515) 
Intangible assets and goodwill (731) (712) 
28,353 28,704 


Employee benefit plans: 


The Company maintains six funded non-contributory defined benefit pension plans, one funded supplementary income postretirement 
plan for certain Canadian-based executives, one unfunded contributory defined benefit postretirement plan for health care benefits for 
a limited group of U.S. individuals and seven defined contribution pension plans. 


Effective January 1, 2005 the Company’s three remaining defined benefit pension plans in Canada and the U.S. covering certain 
salaried employees were frozen. Subsequent to this date, all new salaried employees are required to participate in defined 
contribution plans upon satisfaction of certain eligibility requirements. 


As a result of closing the facility on Laird Drive, Toronto, Ontario (note 5), the Company is in the process of winding up a defined 
benefit pension plan and partially winding up another defined benefit pension plan. Pension plan curtailment and settlement costs 
totaling $1,178 have been recognized in 2005. 


Defined benefit plans 


The Company measures the accrued benefit obligations and fair value of assets for the defined benefit pension plans as of the year- 
end date for accounting purposes. The most recent actuarial valuations for funding purposes for these plans were completed as 
follows: December 31, 2004 for three plans and December 31, 2003 for three plans. The next required actuarial valuations are three 
years from the aforementioned dates. The most recent actuarial valuations for funding purposes for the supplementary income 
postretirement plan and the postretirement plan for health care benefits were dated January 1, 2004 and January 1, 2003 
respectively, and the next required actuarial valuations are three years from the aforementioned dates. 


Total amounts paid by the Company on account of all employee benefit plans, consisting of: defined benefit pension plans, 


supplementary income postretirement plan, direct payments to beneficiaries for the unfunded postretirement plan and defined 
contribution plans, amounted to $4,760 (2004 - $4,356) 
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The following presents the financial position of the Company's defined benefit pension plans and other postretirement benefits, which 
include the supplementary income plan and the postretirement plan for health care benefits: 


Defined Benefit Other 
Pension Plans Postretirement Benefits 

2005 2004 2005 2004 
Benefit obligation, beginning of year 33,749 25,867 6,380 4220 
Current service cost 2,126 1,407 230 174 
Interest cost 2,019 1,694 386 O22 
Actuarial loss (gain) 3,829 3,287 (147) 477 
Plan amendment - prior service - 654 - 954 
Curtailment and settlement (note 5) d,on2 - (194) - 
Benefits paid (984) (790) (158) (122) 
Foreign exchange 1,038 1,630 159 355 
Benefit obligation, end of year 43,149 33,749 6,656 6,380 
Change in plan assets | 
Fair value of plan assets, beginning of year 27,482 2o235 2,374 1,640 
Actual return on plan assets 2,317 1,387 91 62 
Employer contributions 2,093 2,070 674 609 
Benefits paid (984) (790) (158) (122) 
Foreign exchange 829 1,582 111 185 
Fair value of plan assets, end of year 31,737 27,482 3,092 2,314 
Funded status 
Plan assets less than benefit obligation (11,475) (6,631) (3,564) (4,006) 
Plan assets greater than benefit obligation 63 364 - - 
Net plan assets less than benefit obligation (11,412) (6,267) (3,564) (4,006) 
Unrecognized net transition amount (1,198) (1,539) - - 
Unrecognized prior service cost 652 705 1,900 2190 
Unamortized actuarial loss 13,673 10,495 912 954 
Accrued asset (liability) A715 3,394 (752) (894) 
Amounts recognized in the consolidated balance sheet 
Accrued asset 3,404 4,642 - - 
Accrued liability (1,689) (1,248) (752) (894) 
Accrued asset (liability) 1,715 3,394 (752) (894) 
Benefit plans with fair value of plan assets less than benefit obligation 
Fair value of plan assets 30,126 24,856 3,092 2,374 
Benefit obligation (41,601) (31,487) (6,656) (6,380) 
Plan assets less than benefit obligation, end of year (11,475) (6,631) (3,564) (4,006) 


Plan assets 


The following represents the weighted average allocation of plan assets: 
DSS... SSS Se. 


2005 2004 2005 2004 
Asset category 
Equity securities 60% 61% 30% 30% 
Debt securities 37% 35% 18% 19% 
Cash 3% 4% 52% 51% 
Total 100% 100% 100% 100% 
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The defined benefit pension plans do not invest in the shares of the Company. The expected rate of return on the plan assets is 
based on historical and projected rates of return for each asset category measured over a four-year time period. The objective of the 
asset allocation policy is to manage the funded status of the plans at an appropriate level of risk, giving consideration to the security of 
the assets and the potential volatility of market returns. The long-term rate of return is targeted to exceed the return indicated by a 
benchmark portfolio by at least 1% annually. 


The following presents the net benefit plan cost of the Company's defined benefit pension plans and other postretirement benefits, 
which include the supplementary income plan and postretirement plan for health care benefits: 


Defined Benefit Other 
Pension Plans Postretirement Benefits 
2005 2004 2005 2004 

Net benefit plan cost 
Current service cost 2,120 1,407 230 174 
Interest cost on accrued benefit obligation 2,019 1,694 386 322 
Actual return on plan assets (2,317) (1,387) (91) (62) 
Actuarial loss (gain) on accrued benefit obligation 3,829 3,287 (147) 477 
Plan amendment - prior service cost - 654 : 954 
Benefit plans cost before adjustments to recognize the 
long-term nature of benefit plans 5,657 5,655 378 1,865 
Excess (shortfall) of actual over expected return on plan assets 373 (397) 11 (5) 
Deferral of amounts arising during the year: 

Actuarial loss on accrued benefit obligation (3,829) (3,287) 147 (477) 

Prior service cost - (654) - (954) 
Amortization of previously deferred amounts: 

Transitional asset (207) (202) 132 - 

Net actuarial loss 415 221 13 36 

Prior service cost 53 14 71 164 
Adjustments to recognize the long-term nature of benefit plans (3,195) (4,305) 374 (1,236) 
Net benefit plan cost 2,462 1,350 752 629 
Significant assumptions 
The following weighted averages were used: 
Accrued benefit obligations as of the year-end date: 

Discount rate 5.3% 5.9% 5.3% 5.9% 

Rate of compensation increase 4.2% 4.2% : = 
Net benefit plan cost for the year: 

Discount rate 5.9% 6.4% 5.9% 6.4% 

Expected return on plan assets 7.3% 7.7% 3.5% 3.8% 

Rate of compensationincrease 4.2% 4.2% : 


The postretirement benefit plan assumed health care cost trend rate is 10% with the rate declining to 5% by 2013 and remaining 
consistent thereafter to 2015. A one-percentage point change in the assumed health care cost trend rate would affect the net benefit 
plan cost by approximately $7 and the accrued benefit obligation by $139. 


Defined contribution pension plans 


The Company maintains four defined contribution plans for certain employees in Canada and three savings retirement plans (401(k) 


ae for certain employees in the United States. The Company has recorded a total expense of $1,815 (2004 - $1,680) for these 
plans. 
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Share capital: 


Authorized: Issued and fully paid: 
Unlimited voting common shares 65,000,000 (2004 - 65,000,000) voting common shares 


In April 2005, the shareholders of the Company approved a ten-for-one share split of its issued and outstanding common shares. All 
references to shares and net earnings per share (basic and fully diluted) have been retroactively restated for comparative years. As a 
result of the share split, the Company has 65,000,000 common shares authorized, issued and outstanding. 


The Company has no stock option plans in place. 


Financial instruments: 


The Company has no interest rate swap agreements as at January 1, 2006 (2004 -$5,000). The interest rate swap agreement held 
on December 31, 2004 matured in August 2005 and carried a fixed interest rate of 7.52%. The swap agreement entitled the 
Company to receive interest at floating rates and pay interest at a fixed rate thereby fixing interest rates on a portion of long-term debt. 


The Company may use a combination of foreign currency forward and option (floor and cap) contracts to sell certain future cash flows 
of U.S. dollars in exchange for Canadian dollars. The unrealized gains and losses on these contracts are deferred until recognized in 
net earnings on their maturity date as they have been designated as an effective hedge of anticipated future U.S. dollar cash flows in 
Canadian dollar functional currency companies. At January 1, 2006 the Company had outstanding foreign currency forward contracts 
to sell $3,500 U.S. at an average exchange rate of 1.246 CDN. These foreign exchange forward contracts mature monthly during the 
first quarter of 2006. As at January 1, 2006, the unrecognized foreign exchange gain on the forward contracts is $254 U.S. 


Credit risk associated with these derivative financial instruments arises from the possibility that counterparties may default on their 
obligations. The Company minimizes this risk by entering into the agreements and contracts with a major Canadian chartered bank. 
The carrying value of long-term bank debt approximates its fair value. At January 1, 2006, the $15,000 (2004 - $30,000) senior 
unsecured notes had a fair value of $15,157 (2004 — $31,329). 

Segmented information: 


The Company operates in one reportable segment being the manufacture and sale of packaging materials. The Company operates 
principally in Canada and the United States. 


The following summary presents key information by geographic segment: 


United States Canada Other Total 
2005 2004 2005 2004 2005 2004 2005 2004 
Sales 331,660 299,213 91,493 81,639 13,556 12,240 436,709 393,092 
Property, plant and equipment 64,467 61,215 143,722 139,655 - - 208,189 200,870 
Intangible assets 10,921 13,198 10,921 13,198 


Goodwill 8,485 8,485 7,919 7,655 - - 16,404 16,140 


Commitments and guarantees: 
Commitments: 


The Company has commitments, including irrevocable standby letters of credit, of $15,295 (2004 — $5,975) with respect to equipment 
purchases. 
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The Company rents premises and equipment under operating leases that expire at various dates until April 2011. The aggregate 
minimum rentals payable for these leases are as follows: 


2006 2007 2008 2009 2010 2011 Total 
1,921 1,997 1,634 1,985 1,087 200 8,384 


Guarantees: 


Directors and officers: 

The Company and its subsidiaries have entered into indemnification agreements with their respective directors and officers to 
indemnify them, to the extent permitted by law, against any and all amounts paid in settlement and damages incurred by the directors 
and officers as a result of any lawsuit, or any judicial, administrative or investigative proceeding involving the directors and officers. 
Indemnification claims will be subject to any statutory or other legal limitation period. The Company has purchased directors’ and 
officers’ liability insurance to mitigate losses from any such claims. 


Leased real property: 

The Company and its subsidiaries enter into operating leases in the ordinary course of business for real property. In certain instances, 
the Company and its subsidiaries have indemnified the landlord from any obligations that may arise from any occurrences of personal 
bodily injury, loss of life and property damages. The Company's property and liability insurance coverage mitigates losses from any 
such claims. 


Pension plan: 

The Company has indemnified the Manitoba Pension Commission from any and all claims that may be made by any beneficiary under 
a certain defined benefit pension plan. The indemnity relates to the transfer of a portion of the surplus in the respective pension plan 
to a non-contributory supplementary income plan. 


Given the nature of the aforementioned indemnification agreements, the Company is unable to reasonably estimate its maximum 
potential liability under these agreements. The Company believes the likelihood of a material payment pursuant to these 
indemnification agreements is remote. No amounts have been recorded in the consolidated financial statements with respect to these 
indemnification agreements. 


Related party transactions: 


The Company had sales of $12 (2004 - $0) and purchases of $1,151 (2004 - $2,917) with its majority shareholder company. 
Accounts payable include amounts of $14 (2004 - $1,757) with the majority shareholder company. These transactions were 
completed at market values with normal payment terms. 


Contingencies: 


Income tax: 

During 2005, the contingency regarding the taxation years 1992 to 1994 was resolved. Canada Revenue Agency (CRA) issued a 
final decision on the remaining notices of objection filed by the Company with respect to interest charges levied. The decision was 
favorable to the Company and accordingly interest income of $410 and income tax refunds of $210 were recorded in the consolidated 
statement of earnings. In 2005, The Internal Revenue Service of the United States refunded income taxes plus interest in accordance 
with the Competent Authority determination of 2004. 

Legal matters: 


In the normal course of business activities, the Company is subject to various legal actions. Management contests these actions and 
believes resolution of the actions will not have a material adverse impact on the Company's financial condition. 


Comparative amounts: 


Certain comparative amounts have been reclassified to conform to the current year's presentation. 
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Annual Meeting 
The Annual Meeting of Shareholders will be held on Thursday, April 20, 2006 at 4:30 p.m. 
at The National Club, 303 Bay Street, Toronto, Canada 
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Transfer Agent 
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